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. | 48 the figures for Oakland (Alameda County), we can conclude that the other four counties 





MORTGAGE ACTIVITY IN PRINCIPAL CITIES 


HE charts on pages 366 through 369 show the trend of mortgage activity in 
[ thirty-eight cities. The figures have been adjusted for seasonal variations, 
Figures for Queens and the Bronx were obtained from the Mortgage Bulletin 
prepared by Savings Banks Trust Company of New York, 





The San Francisco Area includes the figures for the five counties in that Area, 
whereas the figures for Atlanta, Georgia, include Fulton County, only, The figures for 
Dallas, Texas, and Yonkers, New York, are made up of new mortgages only. 


In order to show Oakland, California, we plotted the figures for Alameda County 
alone, but Alameda County is still included in the San Francisco Area chart, Since 
the San Francisco figures which include all five counties in the Area are higher than 


in the Area have reported higher mortgage activity on the average than Alameda 
County. 


Los Angeles tops all of the charted cities by a wide margin, reaching its peak in 
late 1946 and showing little decline since then, San Francisco, Miami and Syracuse 
are all closely bunched for the second highest spot, while Hartford, Oklahoma City, 
Oakland, Tulsa and Atlanta fall into the third group. 


Queens shows a much higher rate of activity than does the Bronx; however, only 
figures on mortgages of $10,000 or over were available for these two boroughs, In 
comparing Manhattan with Brooklyn we find Manhattan far ahead. 


Other interesting comparisons may be made between Tulsa and Oklahoma City, 
Indianapolis and Cincinnati, Boston, Hartford and Cambridge, Cleveland, Chicago and 
Detroit, Portland and Seattle, St. Louis and Kansas City, and San Diego and Los 
Angeles. 


Every effort has been made to make this report complete, but so far figures for 
Richmond Borough, New York, and Jersey City, New Jersey, have been unobtainable, 


Mortgage activity springs from two main sources, financing of new building and 
refinancing of existing buildings, Due to the fact that real estate activity, after 
& reaching its peak in 1946, has fallen slowly, and the reported increase in new con- 
struction in 1947 is, to say the least, controversial, we believe that mortgage activity 
will not show up so well in 1947 as it did in 1946, Of the thirty-eight areas charted, 
twenty-two show a lower trend in 1947 than in 1946, 
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NATIONAL INCOME, WAGES AND PROFITS 


| HE chart on page 363 shows the amount of national income, compensation of em- 
ployees, and corporation profits, after taxes, in billions of dollars per year 
from 1909 through 1946. 


National income has shown a tremendous increase since 1938, reaching an all- 
time high of 165 billion dollars in 1946. Corporation profits, although reaching a high 
of 12 billion in 1946, have had a very rocky road to follow and, in 1931, 1932 and 1933 
showed a deficit of 1.6, 3.6 and .6 billion dollars, respectively. Actually the 12 
billion dollar profit is considerably less for it includes inventory profits. 


This “unreasonable” profit of 12 billion dollars has been discussed at great 
length by certain members of the Administration and various labor spokesmen, and 
has borne the brunt of their attack on the high cost of living. In making the assertion 
that price increases accounted for the increased profits, government and labor have 
overlooked one very important source of 1946 corporation profits, tax refunds, Reli- 
able estimates place the amount of tax refunds to corporations at between three and 
four billion dollars. If we take the lower figure as correct, corporation profits for 
1946, without the tax refunds, would have been 9 billion dollars, This figure is the 
same as 1945 profits and .9 billion less than 1944 profits, 


Compensation for employees has also risen to new heights, reaching 116 billion in 
1944, The small drop since then was not caused by reductions in pay, as wages have 
steadily increased, but by a reduction in hours worked. 
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REAL ESTATE TRANSFERS IN PRINCIPAL CITIES 
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PURCHASING POWER OF THE DOLLAR CONTINUES DECREASE 


N the March 1947 issue of the Real Estate Analyst, we charted the purchasing 
power of the dollar from 1850 to 1947 on the basis of the 1850 dollar equalling 100. 


Since so few of our clients remember 1850, we have changed our base in this 
month’s chart to the 1935-1939 average, 


Inasmuch as the purchasing power of the dollar varies with the different goods 
and services purchased, we have chosen the group of goods and services with which 
everyone is most familiar, the cost of living items, Therefore, the chart shows how 


the average purchasing power of the 1935-1939 “cost of living” dollar has fluctuated 
since 1850, 


The latest figures show that this dollar’s purchasing power has fallen to 63.7 
cents, or it is worth just 63.7 per cent of what it was worth during 1935 to 1939. 
Another way of expressing this decline is: If in 1939 a family spent $200 a month for 
food, rent, clothing, heat, ice, gas and electricity, the same amount of goods and 
services in September 1947 would cost them $314. 


Large wage increases without a corresponding increase in productivity will 
cheapen the purchasing power of the dollar by raising prices and increasing the amount 
of money in circulation, Deficit financing, which, reduced to its simplest. terms, means 
dumping more money into the stream by government fiat, adds to the supply of money 
without increasing production, We are all quite familiar with the most recent exam- 
ples of the dollar’s debasement. The Marshall Plan, regardless of its extent, is bound 
to be inflationary. The money for the European nations will never leave this country. 
It will be spent by the government right here in America, and will go into the hands of 
the farmers, food processors, manufacturers and other producers of goods for Europe, 
The goods will be shipped out of the country. Therefore, we will have an increase in 
the American money supply and to all intents and purposes a decrease in the amount 
of goods produced for American consumption, There is a strong possibility that by 
the time inflation pressure from the Marshall Plan becomes evident, other deflationary 
forces will be at work which will largely nullify further cheapening of the dollar. 
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EARNINGS ON 30 - FAMILY APARTMENT 


NET INCOME & RATE OF NET RETURN 
30-FAMILY REINFORCED CONEREME APARTMENT 
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N pages 370 through 372 we have 
brought the construction costs on 
our thirty-family fireproof apartment 
building up to date, This building now costs 
about 85¢ per cubic foot, or about $12.00 per 


square foot in St. Louis, an increase of 90.7 
per cent since 1939. 


This building was discussed last in our 
March 31, 1947, Real Estate Analyst, and gen- 
eral specifications are given in that issue, 
The building contains 303,534 cubic feet and 
21,372 square feet. 


While the St, Louis costs will not apply to 
other metropolitan cities, it is believed that 
the variations in costs from year to year are 
fairly representative and are applicable to most 
of the larger urban centers, 


The charts on the left of this page depicting 
the net income and rate of net return and in- 
come, expense and net income on this building 
show a startling improvement in the building’s 
earning power since the decontrol of rents on 
new buildings. 


An explanation of this splendid showing is 
necessary. Since rents have been decon- 
trolled on new construction, we decided to 
figure the 1947 net return data in reverse. 
Therefore, we took a 6 per cent net return af- 
ter depreciation as our starting point, and 
worked backwards to determine what rental 
schedule would be necessary to produce that 
return on today’s replacement cost of $278, - 
232 ($20,000 for land + $258,232, average 
cost for first nine months of 1947). The 
schedule, with no allowance for vacancies in 
1947, is $39,644. As there are 102 rooms in 
the building, the monthly rent per room runs 
approximately $32.40. This includes shelter 
rent, one garage space, heat, water, janitor 
service, stove and refrigerator. 


While this building can doubtless be kept 
filled at these rentals for the next two to four 
years, the inevitable drop in rental values will 
cut deeply into the net return and quickly place 
a loan in jeopardy. 





373 














APARTMENT BOND PRICES HOLD LINE 


OR the past five months there has been no change in the apartment bond index, 
which has held a steady 75.8 since May 1947. Since the index’s previous slump 
following last fall’s stock market reverse, it has more than regained its lost 
ground by increasing 4-1/2 per cent to the present reading of 75.8, which is the best 
showing for any portion of the period covered by the chart. 


After grinding along in the doldrums from 1938 to 1942 the index began its spec- 
tacular rise which was to last for nearly four years. The impetus from this rise 
came from the decreasing vacancy in apartments and a rising stock market. While 
the index follows the market (which has been fairly steady) to some extent, it may also 
react favorably to the 15 per cent rent increases when they become more widespread, 
On the other hand, the 15 per cent rent increases may have already been discounted in 
the index’s latest advance. In this case, the next rental stimulus should come when 
the end of rent control becomes evident, providing we are not on our way into a de- 


pression when that day arrives, 


INDEX OF APARTMENT BOND PRICES 
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1932 1933 1934 1935 1936 1937 1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 
Jan. 72.0 28.0 19.8 23.1 31.7 41.4 47.8 40.2 40.2 40.6 39.8 41.5 42.5 51.9 59.6 71.8 73.5 
Feb. 69.1 26.3 18.6 24.0 32.7 42.6 47.8 40.2 40.2 41.0 39.8 41.5 43.1 53.0 60.8 71.8 73.9 
Mar. 66.3 26.8 18.0 26.1 33.7 43.0 47.8 39.4 40.2 41.0 40.0 41.5 43.6 53.5 62.0 71.8 174.6 
Apr. 63.6 24.7 17.6 26.9 35.0 43.4 47.8 39.4 40.2 41.0 40.8 41.5 44.9 54.0 62.0 73.2 174.6 
May 59.2 22.2 18.0 28.2 36.8 43.8 47.8 39.4 40.2 39.4 40.8 41.5 46.2 54.0 62.6 73.2 75.8 
June 54.4 20.0 19.6 29.0 38.7 43.8 46.9 39.4 41.0 37.6 41.2 41.5 46.2 55.1 62.6 73.9 75.8 
July 50.1 20.0 20.0 29.0 39.5 44.2 46.9 39.4 41.0 38.2 41.2 41.5 47.4 56.3 64.5 74.6 75.8 
Aug. 45.6 20.6 20.2 29.0 40.6 44.6 46.4 39.4 41.0 39.8 41.4 41.5 48.4 56.3 64.5 75.4 175.8 
Sept. 41.5 22.0 20.8 29.0 41.0 45.5 44.5 39.4 41.4 39.8 41.4 41.5 48.4 56.5 65.1 75.4 75.8 
Oct. 36.5 22.0 20.8 29.3 41.0 46.4 43.2 40.2 41.0 39.8 41.4 41.7 50.4 56.8 65.8 72.4 
Nov. 32.1 21.7 21.6 29.9 41.0 46.4 40.6 40.6 41.0 39.8 41.8 42.5 50.9 56.8 65.8 72,4 
Dec, 29.2 20.8 22.0 31.4 41.4 47.3 40.6 40.2 41.0 39.8 40.5 42.5 50.9 58.5 67.1 73.5 
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HOW LOW WILL BUILDING COSTS GO 2 


T is axiomatic that building costs are high because the various components are 
high. The whole is equal to the sum of its parts, What is of particular interest 


is not that they are high, but how much higher will they go, how long will they stay 
there, and when and how far will they drop. 


A quick glance at the chart below will show the two blue lines, representing lum- 
ber prices and wholesale prices of building materials, reaching four main peaks, 
following the War of 1812, Civil War, World War I and World War II, It is also sig- 
nificant that each major peak has been higher than its predecessor and that, gener- 
ally speaking, the subsequent drop has not been severe enough to bring the price to 
the point where it was at the start of each boom, The one exception to this is found 
in the drop of wholesale building material prices following the War of 1812. Even the 
dreadful depression of the 1930’s failed to collapse lumber and building material 
prices to their 1916 level. 


We believe that lumber and building material prices are at their peak. We guess 
that this peak or near peak will continue into 1948 and that sometime during the year 
a considerable decline will set in. As we have said many times before, we think that 
there will be no sudden and drastic. collapse, such as characterized the debacle of 
1920-1921, but it will come, and it will be unmistakable and people will get hurt, 

(cont. on page 376) 
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HOW LOW WILL BUILDING COSTS GO? 
(cont, from page 375) 


No one knows just when the break is coming, but none but the most self-deluding 


optimist will deny that the inflation bubble must burst - and it always happens when 
things look the best. 


Some inquiry may be made as to why these prices seldom fall to their preceding 
lows, For instance, why did our most dismal depression fail to drive lumber and 


building material prices to their 1916 level, which had recorded an all-time high for 
building materials in over 50 years? 


Part of the answer seems to be the inflexibility of wage rates, In the final anal- 
ysis, practically all of the cost of any item is represented by some kind of wages to 


somebody. As long as the wage rates are inflexible, or rather inflexible in a downward 
direction, they act as a brake on dropping prices, 


Another factor which helps check the fall of lumber and building material prices 
is the freight rate. Freight rates per ton mile rise and fall, but their trend has been 
up. In addition to the rise in the rate, lumber and building materials are being 
freighted a good deal farther than in the days when most lumber was logged on or 
near the building site and other building materials consisted largely of native stone 
and brick. There seems to be little chance of a really sizable reduction in freight 


rates and the tendency to freight longer distances will probably grow rather than 
diminish. 


Therefore, it seems a reasonably safe guess that we will not see lumber or build- 
ing material prices much lower than 1939 for a long time, if ever. Anda further 
reasonable, though somewhat more risky, guess is that when they have finished their 
coming drop, they will be somewhere between 20 and 30 per cent below their present 
peak, 
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